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The Journal of Accountancy
Official Organ of the American Institute of Accountants
a. p. richardson,

Editor

EDITORIAL
The hearings which have been conducted
by the ways and means committee of
the house of representatives on proposed
amendments of the federal tax law are remarkable in many ways.
One of the most noteworthy features of the hearings, and also of
the information which has been given out by members of congress,
is the evident desire to bring about reduction irrespective of party
lines. Some of the most sweeping suggestions for reduction have
naturally been made by the party in opposition to the govern
ment, and there has been a tendency in some quarters to oppose
the proposals of the treasury department apparently for no other
reason than for the sake of opposition. On the whole, however,
there has been an admirable spirit of cooperation in the effort to
bring about a reform which the present fiscal conditions of the
country seem to justify. This may be due to an improvement in
sense of responsibility on the part of members of congress, but
there is also a cause further back. The business men of the
country are almost unanimous in their desire that whatever
reduction of tax rate can be made should be put into effect at the
earliest possible moment. And the ears of legislators are open to
the cry of their constituents.
Not Altogether
a Party Matter

A few years ago it would have been con
sidered almost Utopian to suggest a
scale of income taxation comparable
with that which will probably be embodied in the new bill to be
presented in congress this month. As a nation we were staggered
by the weight of our debt following the war and many business
men looked forward with a feeling of resignation, but not content,
toward a long-continued imposition of taxes highly obstructive
to business success. The natural but astonishing recuperative
powers of nations and of business have been brought into play,
and we now are on the threshold of an era in which taxation will
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almost certainly be reduced to a point at which it will cease to be a
real impediment to progress. Anything may happen in a world
which in less than seven years can pass from Versailles to Locarno.
The nations look with awe upon what is happening in in
ternational relationship. There is a feeling of reverence for
the spirit which rendered possible the miracle of Locarno. In
only a less degree is the recovery of business marvellous. And
if one pauses to consider the whole history of fiscal affairs
since 1918 he will experience something of the same amazement
and astonishment which accompanies the return of international
comity.
No doubt the changes which through
The Market Rampant the past seven years have been taking
place in world politics and in national
business are chiefly responsible for the unprecedented bull market
which runs its tempestuous way through the canons of Wall
Street. Everybody seems to be convinced that the growth of
business with an altogether unparalleled speed is due to begin.
The public with its savings is thoroughly “in” the market
and so long as the rise continues all will go as merrily as a wedding
bell. Thevoiceof the pessimist is unheeded, if heard at all. The
student of price cycles with his warning that reaction must follow
in the natural course of events is brushed aside. We are in a bull
market and we are going to have a wonderful time. Step by step
with the extraordinary activity of the street are land booms and
a host of other speculative developments which afford an outlet
for the superabundant enthusiasm of the people. The pro
spective reduction of taxes seems to have been discounted and
possibly over discounted. And the noteworthy feature of the
whole movement is that it seems to be largely justified by the
prospects of peace, prosperity and goodwill. This is a wonder
ful time and it is devoutly to be wished that it may continue, so
long as we do not approach dangerous inflation of value. There
are those who say that inflation is already here, but the facts do
not seem to indicate truth in that statement. Such inflation as
there may be does not seem perilous. With the wish for a con
tinuance of the prosperity it may be appropriate to send forth
another wish that when the tide turns there will be a slow and
not a rapid ebb. The speed with which there may be decline in
market values will depend upon investors. If a bear market
begins, its development will turn upon the psychology of the
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The Journal of Accountancy

people. If they can confront a slow and gradual decline without
consternation there will be no violent break. If panic fear ac
companies a falling market the result may be disastrous—but that
is not to be expected.
It is with hearty gratification that one
learns of the settlement accepted by
The Italian Debt
Italy and the United States, through
their representatives, for the payment of the financial debt which
the former country owes to the latter. In marked contrast to
some negotiations which have not been entirely forgotten, Italy
apparently came into the conference with a firm and honest
intention of making a proposition which would be acceptable to
the creditor country. There seemed to be little wrangling and
much frank good spirit about the whole affair. These Americans
were found not to be avaricious Shylocks, but very lenient folk to
whom those who owed could pay on almost any terms which the
debtors named. There has been some feeling in foreign lands
that America would insist upon its pound of flesh, and yet we find
that the terms of debt settlement between Italy and this country
mention rates of interest which would be regarded as foolish
between business corporations. For the first five years there is
to be no interest at all, and thereafter the rate will rise by slow
degrees from one-eighth of one per cent to two per cent per annum.
It is only in the last seven years of the sixty-five year period ac
cepted by the parties that the rate of interest will reach two per
cent. The American government is to be thoroughly congratu
lated upon its liberal and friendly attitude. An agreement such
as that which has been effected with Italy makes for the peace of
all the world. Beyond that it makes for the restoration of the
reputation of America. Those who have travelled recently in
foreign countries can not have failed to be impressed by the feeling
of business men and government officers that America was the
world’s money-lender with just about as much appeal to the
hearts of men as money-lenders usually have. We profess to be a
humanitarian nation, and it is a singularly good thing to give
evidence of it. What has been done in the case of Italy might
have been done for France. No doubt the negotiations with the
great sister republic will be speedily resumed, and with the Italian
precedent before them it is to be expected that the representatives
of France will come better prepared than their predecessors. It
is inconceivable that two nations which have lived in harmony so
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long and fought so often together should not be able to bring
about a fair and commonly satisfactory adjustment of what is
after all only a question of money. Those who travel abroad
next year—And is there anyone who does not intend to travel
abroad next year?—should find a different welcome when they
land on continental shores.
A good deal of interest attaches to a

An International
Congress of Accountants meeting which has been called by cer

tain societies in the Netherlands to be
held at Amsterdam in July next year. It is to be an international
congress of accountants following, in general, the plans of the
meeting held in 1904 at St. Louis, Missouri. Details of the meet
ing with a list of societies which will participate were published in
the Bulletin of the American Institute of November 15th. Prac
tically all the leading societies of Great Britain and of the British
dominions, the American Institute of Accountants, the National
Association of Cost Accountants, several Scandinavian groups
and others will be represented, and a schedule of professional dis
cussions is being arranged which promises to have value for all
those who attend from whatever countries they come. This will
be the most truly international congress in the history of account
ancy. At St. Louis there was representation from the British,
Canadian and American organizations, but next year continental
Europe is to contribute its quota and the meeting will be held in a
place so central that there will be no difficulty in inducing the
attendance of accountants from all parts of the continent. Most
American accountants seem to have adopted the practice of spend
ing the summer in Europe and a large number will doubtless
journey to Amsterdam representing the Institute. One of the
fruits of the return of peace seems to be development of the inter
national meeting idea. Various professions, trades and philoso
phies have been getting together for the advancement of their
respective interests throughout the world, and now accountancy
is not to be forgotten. The Amsterdam congress deserves and
will doubtless achieve important accomplishment.

Attention has recently been directed to
a provision of the regulations issued by
the federal reserve board which is
of importance to accountants and notebrokers. The provision

Statements of
Borrowers
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is not new, but apparently it has escaped the attention of many
people most likely to be interested. In the regulations, series of
1924, section 4, under the heading ‘‘promissory notes” occurs
the following paragraph:
“Whenever the borrower has closely affiliated or subsidiary corporations
or firms, the borrower’s financial statement shall be accompanied by
separate financial statements of such affiliated or subsidiary corporations
or firms, unless the statement of the borrower clearly indicates that such
note is both eligible from a legal standpoint and acceptable from a credit
standpoint: provided, however, that the federal reserve bank to which such
note is offered for rediscount may waive this requirement until May 1,
1925, in any case where such borrower and the affiliated or subsidiary
corporations or firms have not issued separate financial statements prior
thereto.”

The intention of the federal reserve board is not perfectly clear.
If literally interpreted it would seem to mean that if a holding
company had fifty subsidiary corporations or firms and any one
of those fifty organizations offered commercial paper for discount
the bank would require not only a consolidated statement of the
entire group, but also a statement of each individual entity. It
is easily conceivable that the majority of the affiliated companies
would have no association whatever with the notes offered for
discount and would not be in any way responsible for them.
Complete obedience to this regulation in such a group of com
panies would overwhelm the banker and the notebroker as well.
In actual practice this regulation has not been observed literally,
but there has been an interpretation of its meaning which seems
to have been acceptable to the federal reserve banks. The custom
has been to submit with the commercial paper tendered as
security for loan the financial statement of the company which is
the actual maker of the notes. If this is a subordinate company
there is submitted also a consolidated statement of the entire
group of which the borrower is one. If the maker of the notes is
the holding company, a consolidated statement is all that is re
quired. This is another case in which sweet reasonableness is
necessary to effective administration. It seems, however, that it
might be desirable for the federal reserve board to revise its
regulation and make it perfectly clear what is wanted. Some
highly technical person might prepare a bundle of financial
statements which would be expensive to produce and impossible
to digest, and furthermore would have no bearing at all upon the
value of the paper.
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A correspondent has been giving thought
to the various offers which are made by
certain stationers and vendors of office
appliances to allow commission to the accountants who are in
strumental in assisting the sale of their wares. It is an old sub
ject and not a particularly pleasant one, but this correspondent
has a new thought about it. He draws attention to an advertise
ment issued by an accountant which says, "Keep that smile
working. A persistent one-horse grin has been known to ditch a
ninety horse-power grouch—smile.” For some reason our cor
respondent does not think that this joyful philosophy is in keeping
with professional dignity. Then he places in juxtaposition a
circular letter from a stationer offering commissions, and he comes
to the conclusion that one reason why accountants are being
annoyed by offers of commission is that their own advertising,
when they advertise, may be so contemptible that no business
man would think it possible to insult them. This thought is not
without merit.

Cause and Effect
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